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Mr. Jacosy: Americans are beginning to worry about the 
consequences of a national debt which in six years has increased 
sixfold—from forty billion dollars to two hundred and eighty 
billion dollars. Should the American people be frightened by an 
interest-bearing national debt of two hundred and eighty bil- 
lion dollars? 

A hundred years ago Lord Macaulay wrote these words: “‘At 
every stage in the growth of the British debt the nation has set 
up the same cry of anguish and despair. At every stage in the 
growth of that debt it has been seriously asserted by wise men 
that bankruptcy and ruin were at hand.” 

t The United States emerged from World War II with a total net debt, public 
and private, twice as large as that in the boom year, 1929, three times as large as 
that at the end of World War I, and four times as large as that at the beginning 
of World War I. The volume doubled during World War II. 


The net public and private debt, excluding corporate short-term debt other 
than notes and accounts payable, at the end of selected years was, in billions of 


dollars: 


Year Total Public Private 
TOHOMSS tere aes $75.2 $715.8 $ 69.4 
NG 2ZO Mute crises oY ia 29.6 95.1 
ROP harap ari 134.9 29.9 105.0 
EO26 ea eapto ap: 154.8 29.3 125.5 
LQ2QQ anise se ues 174.2 28 .8 145.4 
lie bene ay eae a 158.1 35.0 T2QE4 
HC ea paacan Eee E5322 41.9 PIL.3 
LO ROM nes 158.2 48.4 109.8 
LOAT AG ahha ee. 182.6 64.1 118.5 
EG AA SS etn tases 332.6 219.1 Tyee 


Every listener to this program has a stake in the national debt. 
Will the debt expand? Should we reduce the debt? How much in- 
terest should be paid on a two-hundred-and-eighty-billion dollar 
debt? Does the debt make inflation inevitable? Is the national 
debt dangerous? 


Mr. Harris: It is all a matter of management, I believe. I 
we would have as good a Secretary of the Treasury as Alexander 
Hamilton or Gallatin, we need have no great concern about the 
public debt. Of course, an important matter is public under- 
standing. 


Mr. Hart: I wish that I could guarantee that public under- 
standing were thoroughly adequate. 


Mr. Jacosy: The question of the national debt is a compli- 
cated subject. In order to promote public understanding, I sug- 
gest that we look at four main questions in our discussion today. 
What are the main facts about this debt? What is the limit of 
the debt which we can pay? Should we pay interest on the debt 
and how much? Can and should we repay the debt of two hun- 
dred and eighty billion dollars? 

First of all, what does the debt consist of? 


Mr. Hart: The debt consists of a lot of pieces of paper or 
which the federal government promises to pay the holder prin- 
cipal and interest. 


Mr. Jacosy: Some of that paper, such as the bank notes we 
carry in our pocket, of course, does not bear interest. 


Mr. Harr: The two-hundred-and-eighty-billion figure whick 
you quoted, Jacoby, is for the interest-bearing debt. It would be 
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fair also to say that the paper money which we carry around 
with us is government debt. Two hundred and eighty billion 
dollars is not an all-inclusive figure, therefore. 


Mr. Harris: We also must not forget about some commit- 
ments on Social Security, which really mean a disguised amount 
of debt, as well as any additional obligations under veterans’ 
insurance. In the last war there was a considerable deficit as a 
result of veterans’ insurance. 


Mr, Jacosy: The interest-bearing debt, then, really is only 
part of the main picture. 


Mr. Hart: But the main part. That is mostly of what we are 
talking. 


Mr. Jacosy: Who owns this debt of two hundred and eighty 
billion dollars? 


Mr. Harris: Approximately two-fifths of it belongs to the 
banks, inclusive of the Federal Reserve banks; about one- 
quarter to the insurance companies, savings banks, and federal 
agencies; and about one-third to individuals and other corpora- 
tions. 


Mr. Jacosy: It might be added that, because individual 
households and persons own, in effect, large amounts of bank de- 
posits and insurance reserves, indirectly it is the consuming 
households of America which own the debt. Is that a fair state- 
ment? 


Mr. Harr: Right! 


Mr. Jacosy: Let us, then, look at the question of when this 
large debt falls due. 


_ Mr. Harris: We should discuss on that score the debt held 
by the nonbanking community. Approximately one-quarter of 
that debt falls due in less than one year; one-quarter in from one 
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to ten years; and more than one-half in more than ten years. 
That is exclusive of the fifty-five billion dollars of nonmarket- 
able government securities. 


Mr. Harr: Of course, most of that is really payable on de- 
mand, That is, a person with a savings bond can get cash for it 
any time that he wishes. 


Mr. Harris: That is quite correct; and we must not forget 
that about 16 per cent of these bonds were actually redeemed 
over a period of about a year. 


Mr. Jacosy: Is the public debt somehow different from pri- 
vate debt? 


Mr. Harr: I would say that it is very different. Let us take 
the case of a farmer who owns his farm and a merchant in town 
who owns his store and his business. Now, if the merchant holds 
a five-thousand-dollar mortgage on the farmer, he is that much 
richer and the farmer is that much poorer. If the merchant held a 
five-thousand-dollar government bond, which is public debt, he 
would be that much richer; but one could look around the coun- 
try all one’s life and never find out what individual had that 
five thousand dollars written down on his books as something 
that he personally owed. 

The consequence is that private debt makes somebody feel 
richer and somebody feel poorer. But if one looks at the accounts 
of private individuals, the public debt shows up on the asset side; 
it does not show up on the liability side. We thus have this queer 
situation in which the total assets of individuals and business 
firms—that is, the value of our houses, our business equipment, 
and so forth—add up to a lot more than the total national 
wealth. We have this paper wealth piled on top of the real wealth. 


Mr. Harris: I would like to say, in that connection, that we 
must consider the fact that all these liquid assets—money, de- 
posits, and government securities—give the public much more 
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cash and so on which may be used to buy assets and, therefore, 
used to increase demand in periods when demand is otherwise 
inadequate. 


Mr. Hart: Or to increase demand in periods when demand 
is more than adequate. 


Mr. Harris: Yes. 


Mr. Jacosy: It is thus a two-edged sword; it cuts both ways. 
It has great possibilities for raising prices and unsettling the 
economy in that direction as well as possible benefits in prevent- 
ing deflation. 


Mr. Harris: Let us go on to the second main question: What 
is the limit of the debt which we can pay? I would like to say 
that a great deal depends upon the relationship of the interest on 
the public debt to our national income and our national wealth. 
For example, in 1932 we had a national income of forty billion 
dollars and a debt charge of one-half of one billion dollars. Now, 
we have a national income of about one hundred and fifty billion 
dollars and a debt charge of about five billion dollars. Nobody 
would, for one minute, assume that we are worse off today than 
we were in 1932; it is rather the reverse.” 

By the way, Jacoby, since you have already quoted Macaulay, 
it is interesting to note something more from Macaulay. 

“The prophets of evil,” he said, ‘were under double delusion. 
They erroneously imagined that there was an exact analogy be- 

2In 1945, of the 161 billion dollars of income payments, taxes absorbed 21 
billion; consumer expenditures claimed 105 billion; and about 35 billion were set 
aside in savings. The volume of individual savings for the year as a whole exceeded 
all previous records with the exception of 1944. In the first half of the year, the high 
ratio of savings to disposable income which had become established during the 
war—about 30 per cent—was approximately maintained. In the second half, how- 
ever, this ratio dropped, and in the last quarter it was down to 20 per cent. This 
was still in excess, however, of what might be expected on the basis of normal pre- 
war relationships. The shift from saving is the counterpart of increased consumer 


expenditures (“The Economy in War and Transition,” Survey of Current Business, 
February, 1946). 
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DISPOSITION OF INCOME PAYMENTS 
1945 


(Quarterly Total at Annual Rates) 


INCOME PAYMENTS TO INDIVIDUALS 156.9 (Billions of dollars) 


LESS PERSONAL TAXES AND NON-TAX PAYMENTS 19.7 


EQUALS DISPOSABLE INCOME OF INDIVIDUALS 1373 


LESS CONSUMER EXPENDITURES 110.9 


EQUALS: NET SAVINGS OF INDIVIDUALS 264 
Federal @ State and Local 


Source: Department of Commerce 


tween the case of an individual who was in debt to another indi- 
vidual and the case of a society which is in debt to a part of it- 
self. They made no allowance for the effect produced by the in- 
cessant progress of every experimental science and by the in- 
cessant efforts of every man to get on in life. They saw that the 
‘debt grew; and they forgot that other things grow as well as 
the debt.” 


_ Mr. Jacosy: What Macaulay is doing is voicing the argument 
that we owe the national debt to ourselves. It is perfectly true 
that the nation can live with a much larger national debt which 

is internally held—where the government has only the job of 
taking tax dollars out of some pockets and putting back interest 
dollars into some others—than with a debt which is externally 

held—where funds have to be sent abroad to foreign holders. 


Kee 24 


But, on the other hand, we are in danger of falling into the 
error of thinking that a debt internally held is a burdenless debt 
and that we do not have to worry about its consequences. With 
that I disagree. We must worry about the consequences, be- 
cause even a debt owed to ourselves has a burden. 


Mr. Hart: That burden, however, is a very different thing 
from what we would have had if we had lost the war and had 
owed two hundred and eighty billion dollars to Germany. That 
is, the burden of the domestic debt is a question of the incon- 
veniences into which we get because, within the country, we 
have to take money out of some people’s pockets and put money 
into other people’s pockets. That is quite different from hav- 
ing to cut down our standard of living in order to export a lot 
more than we import so as to take care of a foreign-debt obli- 
gation. 


Mr. Harris: I want to make one additional point in this con- 
nection. We are likely to forget the fact that one result of debt 
accumulation is an increase of income. In the war period this 
country had an income of several hundred billion dollars more 
than it would have had without the government debt. The result 
of that is that we all have larger incomes and more savings. We 
use these savings, in large part, to buy government securities. 
We, therefore, have more income through more interest on our 
public debt. That increase of income and interest on the public 
debt is a partial offset to the burden of the taxes involved. 


Mr. Jacosy: That is perfectly true; but, on the other hand, 
let us look at the question this way: We now, each year, have to 
find, roughly, five billion dollars to pay interest on the debt. If 
we had to find ten billion dollars, because the interest rate rose 
or because the amount of the debt increased, we would have to 
levy still higher taxes. Those higher taxes, I think, would act to 
penalize production, to make people work somewhat less hard, 
and to reward leisure. The effect of an increased debt, therefore, 
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it seems to me, is in some measure to reduce production and the 
total output of the economic system. And that is not a good 
thing. 


Mr. Harr: No. It must be added that if the interest has to be 
met, it makes the whole problem of managing in order to avoid 
unemployment and inflation a good deal more difficult. It is a 
more complicated problem. The government’s hands are tied in 
certain directions; and this increases the likelihood that every 
once in a while we will get some boners in policy which will give 
us a spurt of unemployment or a spurt of inflation. 


Mr. Harris: On that point, I would like to say that if we do 
attain a full-employment economy, we will attain it somehow 
or other. But it is perfectly true that if we have a heavy tax 
burden, we may have to use other expedients in order to achieve 
full employment; and some of these expedients may not be quite 
so popular as others. 

I would like also to come back to my earlier point, which is, 
namely, that against the disadvantage of the burden is the rise 
of spending power which may be very advantageous in periods 
when demand is low and a great deal of unemployment prevails. 


Mr. Hart: Very advantageous, in short, if we could have it 
take hold when we wanted it. But the catch is that, of course, 
the government cannot tell the people who hold the public debt 
just how they should react to it. A great deal is left up to the in- 
dividual bondholder, and he may get the notion that he wants to 
- spend the proceeds of the bonds which he holds or that he wants 
to let those bonds replace all future savings which he automati- 
cally might get at a very inconvenient time. In fact, right at the 

moment we are certainly up against inflationary pressure which 
would have been a good deal less if we had managed to come 
through the war with higher taxes and less debt. 


Mr. Jacosy: Would it be fair to summarize these two points 
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which have been made in this way: that the real burden of the 
debt expresses itself, first, in a burden on production—a lessen- 
ing of incentives to produce; and, secondly, in an increase of the 
difficulty of stabilizing spending at the proper level? 


Mr. Hart: It is also worth saying that that is a question pri- 
marily of the interest on the debt. If we had an obligatory pro- 
gram of debt repayment, that would be involved, too. But it is 
the fact that we have the interest to meet and that, having the 
interest to meet, we have to have heavier taxes, which makes up 
what we talk of as “the burden of the debt.” 


Mr. Jacosy: Let us, then, ask the third question of whether | 
we should pay interest on the debts. If the burden of the debt 
really grows out of these annual interest payments which have 
to be made, can and should we reduce the burden by putting 
more of the debt either on a noninterest-bearing basis or a nomi- 
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nal interest-bearing basis—the average basis now being about 
2 per cent per annum? 


Mr. Harris: The issue in that connection is to what extent 
we want to cut down the burden on the federal government in- 
volved in paying interest on debt as against incurring increased 
dangers of inflation, because, the more securities which are sold 
to the banks, the greater are the inflationary dangers and, there- 
fore, the greater the price which we may have to pay for the in- 
flation. 

While I am on that subject, I might perhaps explain how the 
increase of sales of government securities to the banks works. 
Let us suppose that Mr. Jones owns a bank. He buys a thousand 

dollars’ worth of government securities. These government se- 

_ curities then belong to the bank. The bank obviously has to pay 
something for these government securities. The bank pays by 
virtue of creating a deposit—putting a credit to the account of 
the government. The government takes this thousand dollars 

and pays some contractor. In that way the money circulates; 
there is an increased demand for goods; and, to that extent, 
there are great inflationary pressures. 


Mr. Hart: We had better go back a step. The question of the 
banks comes in, as I see it, in this way: If we are going to try to 
cut down the interest charge by saying that the government will 
fix up a debt so that it does not have to pay much interest on it, 

_we cannot expect non-bankholders to hang on to a very large 
share of the debt if they are not getting any income out of it. 

_If we want to reduce the interest rate, we are going to discover, 
as a corollary of that, that we cannot find non-bank buyers and 
that it is going to be necessary to put the debt into the banking 
system. That is where this problem arises. 


Mr. Jacosy: Does that not mean, then, as a matter of policy, 
that if our main interest is in reducing the volume of spending 
by the public (at least in the immediate future) to prevent price 
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inflation, we probably shall have to find ways of tying down 
more of the government debt in the hands of the banks at a fairly 
low interest rate and in the hands of the public perhaps at a 
somewhat higher interest rate? 


“Mr. Harris: I would agree with that if I were sure that by 
paying a higher rate of interest the public would actually buy a 
larger quantity of government securities and agree to hold them 
for long periods of time. I would also agree that the inflationary 
dangers are shown to be much greater than they are. In other 
words, if inflation is a great danger, we must certainly take 
measures to prevent it. One of the measures is, of course, to get 
more government securities into the hands of the public. Thi: 
means cutting down the supply of money. 
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| 


Mr. Jacosy: There is some disagreement between you and 
me here. I do not know where Hart stands. I think that we are 
now in the middle of a rather serious inflation and that the dan- 
ger of further large inflation is immediate and acute and that 
we must make policy, and make it promptly, to prevent prices 
from rising further. 

If we offer somewhat more attractive rates of interest to the 
public to hold government securities, we make those securities, 
I believe, relatively more attractive holdings and investments 
than the purchase of houses or of stocks in the stock market. In 
that sense, we prevent the emergence of a lot of profits in those 


markets which make people spend their current incomes more 


freely. 


Mr. Hart: The first thing to emphasize on this point is that 
there really is a choice. There are two desirable things to do 
which get in each other’s way somewhat. One is to get down the 
interest charge on the debt; the second is to try to use interest 
on the debt as a way of persuading people to commit themselves 
not to spend too freely at inconvenient times. If that standard 
for the interest is set up, some questions about actual policy are 
raised. 

It seems to me that if that is the standard of interest—the 
justification for paying interest, at least to non-bankers, is to 
get them to commit themselves not to spend so freely (and it 
seems to me that it should be the standard)—we have been using 
interest rather inefficiently. If any proposal is made, by the same 
token, to pay more interest, I am concerned to see that we are 


_ not just dishing out more income to people. After all, that is one 


way to get people to spend more. The object of the game should 
be to get them, in consideration of taking more interest, to ac- 
cept other provisions in their contracts which will commit them 

not to spend too much in future. 
If we could get people, for instance, to accept savings bonds 


which were not redeemable on demand but could be cashed in 
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advance of maturity only in case of some misfortune (a death in 
the family or the kind of thing which an insurance company 
covers), it would be worth paying extra interest for that. I would 
question somewhat whether just paying more interest on the 
outstanding savings bonds or telling the people who now have 
saving bonds that they can swap them for other savings bonds, 
which pay more interest but which retain the same other con- 
tract terms, would make much difference. | 


Mr. Jacosy: I would go along on that. The government ought 
to get something for the additional interest it is paying out, 
I agree. 
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Mr. Harris: I would like to add the point that I think that 
we are all too anxious to assume that these government securities 
are going to be sold by the public to the banks. At present high 
income levels and present high saving levels, even if they are 
significantly less than during the war, it is still true that there is 
likely to be more of a demand for extra securities rather than a 
disposition on the part of the public to dispose of those securities 
which they now have. 


Mr. Harr: But look at the record! After all, the securities 
held by non-bankers have been sliding rapidly into the banks, 
and the banks show a strong disposition to buy up what is left 
of what the banks will be allowed to hold, which is about twenty 
billion which the non-bankers still hold. It seems to me that you 
are being awfully complacent in saying that you do not see this 
tendency when it is happening under your nose. 


Mr. Jacosy: And look at the recent figures regarding the ways 

‘in which people are spending their incomes! During the last 
quarter the fraction of total income flowing into consumers’ 
hands which was spent on consumption was higher than at any 
time during the war. I should think that, as goods become more 
freely available, a higher and higher fraction of income will be 
spent on current consumption. 

| 


Mr. Harais: It is still true that people are saving considerable 
‘sums of money. It is still true that the price of government bonds 
‘is rising, which indicates a great demand for existing securities. 


J 
7 


~ Mr. Hart: From the banks! 


Mp. Harris: And, therefore, I would argue, under those cir- 
‘cumstances, that the demand is likely to be large unless we have 
‘a serious inflation. Therefore, part of this program should be to 
take all possible measures to keep inflation down. Among those 
measures should certainly be a balanced budget in the next few 
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years, no relaxation of consumer credit, and the maintenance of 
price control so far as possible. 


Mr. Jacosy: Let us come back to the question of the interest 
rate and how much interest ought to be paid. The point should 
be noted that the Treasury Department has been moving toward 
lower payments of interest to the banks for holding the debt. 
This has been done through the device of permitting the banks 
to purchase only certain classes of securities which bear particu- 
larly low interest rates, so that, at the present time, it would ap- 
pear that about a 30 or 40 per cent fall in the amount of interest 
paid by the Treasury to the banking system is in prospect, ay! 
suming that the banks continue to hold even the same amount 


of debt. 


Mr. Hart: In regard to the interest payment to the banks 
[16] 


\ 


we have to register the fact that the justification for paying in- 
terest to the banks is on quite a different footing from the justi- 
fication for paying interest to non-bankholders. We are not 
afraid of the banks themselves going out and spending in the 
way in which we are afraid of consumers and business firms 
spending more than the productive resources of the country will 
take. The question of what interest rate the banks should get is 
largely a question of what the banks are entitled to in view of 
the interest they pay time depositors and in view of the free 
service with which they provide the public. It is not a question 
of trying directly to influence the public’s inclination to spend 
by the interest charges. Those two sections of the market—the 
bankholder and the non-bankholder—have to be given quite 
different treatment.* 


Mr. Harris: I am not sure that the government should un- 
dertake the burden of financing the costs of services given by 
the banks. It seems to me that that service should be paid for 
by the people who get it, in the same way in which the man who 
consumes bread pays the commercial price for it. 


Mr. Hart: That is certainly a defensible idea. On the other 
hand, that would be quite a breach in public policy. In any case, 


3 The estimated annual interest charge on the gross federal debt outstanding for 
selected years is reported by the Department of Commerce as follows: 


Year Rate Amount 
TOLMER ethane 3.99 $ 649,000,000 
POG aes Cine ee 350 758,000,000 
TOR Sin orn Oe 2.50 915,000,000 
LOGS ak eco Dg 1, 186,000,000 
MOA p etait ato a Age 1, 566,000,000 
T GAA eR ae 1.92 4,606 000,000 


At an annual interest rate of 1.94 per cent, as computed by the Treasury Depart- 


ment for June 30, 1945, the computed annual interest charge on the combined 
federal government and federal agency debt amounts to $5,196,000,000 on the gross 
debt. 
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in so far as the banks have a claim for interest, it is either to 
finance those services or to give a foundation for the payment 
of interest on time deposits which, by the way, does influence 
the public spending. If time deposits did not bear any interest, 
people would spend much more freely in consequence. I am not 
sure that I go along with you on this proposition, but it is plain 
that we cannot argue it while we are talking about the national 
debt, for we will get way off our track. 


Mr. Jacosy: I suggest that we now approach the fourth main 
subject to which we agreed to direct our attention. Can we and 
should we repay the debt? 

The main point to be made here is that what we ultimately 
aim at in our economy is a reasonable stability of prices and that 
we ought to repay the debt or increase it further mainly accord- 
ing to whether or not we expect prices to rise or whether we ex- 
pect them to fall. 

Under current conditions, as I said earlier, we are in a period 
of rather sharp price inflation, I believe. We should thus take 
action to repay the debt as quickly as possible out of surpluses 
in the federal budget. 


Mr. Harris: In general, I agree with that. We must distin- 
guish the short run from the long run. In the short run there is a 
strong case for paying back some of our debt. 

In the long run, however, it might be a great mistake to pay 
off our debt too rapidly because we always must keep in mind 
what repayment of the debt does to the national economy. We 
know from our Civil War experience and the experience after 
World War I (when, for example, we paid off large amounts of 
debt in the early thirties) that it is a mistake to pay off the debt 
if that means a reduction on the supply of money. And it means 
a reduction in the supply of money if the debt repaid is held by 
the banks, for it produces the effect that the country does not 
have enough money. If the country does not have enough money, 
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there is not enough demand, and there is not enough employ- 
ment. 


Mr. Hart: The upshot of the question of whether the debt 
should be retired is something to be settled from time to time. 
If we had an ironclad commitment, let us say, that we would 
pay off five billion a year, come hell or high water, until kingdom 
come, we might find that we had a very awkward policy which 
would get in the way of maintaining full employment. By the 
same token, five billion per annum might be too little, if we got 
into a real inflationary squeeze. What we can see right ahead of 
us is a period in which it certainly makes sense to retire debt. 


Mr. Harris: Would you not agree, then, that the sinking- 
fund principle would certainly be the wrong principle for repay- 
ing debt? That would mean that we would be committed to pay- 
ing off debt whether the times were propitious for repayment or 
not. I agree with you that we ought to have a system under 

which we adjust quickly to changing economic conditions. 


Mr. Jacosy: I think that that is correct. A private debtor can 
justify a sinking fund, because, after all, he has to find the cash 
to meet his commitments, whereas the federal government never 
has any problem of finding the cash. The government can print 
it,.or it can sell bonds to the banks. 


Mr. Hart: Further, the private debtor, by setting up a debt- 
repayment schedule, is not taking a responsibility for what hap- 
pens to prices and employment in the economic system as a 
whole. The government’s operations are just too big to be or- 
ganized on any mechanical principle of that sort which is with- 
‘out reference to what the government finances do to the employ- 
‘ment and price situation. 
Mr. Jacosy: The point ought also to be made that further 
price inflation would in itself be an important method of scaling 


down the debt, because, as prices rise, with the given structure 
a. 
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of taxes, we automatically generate more increases in revenu 
than we generate in federal expenses, and we create a surplus. 


Mr. Harris: I should like to point out that that was the tech 
nique used by the Russians after the Revolution. At that particu 
lar time, they increased their supply of money by vast amounts 
The result was that prices rose greatly and that the goods’ cos 
of paying off the debt was nominal. That is one way in whicl 
the debt can be paid off. 


Mr. Harr: But I do not think that it is right to call tha 
“payment.” 


Mr. Harris: No, I think that we all agree that it would b 
very unwise to pay off our debt through an inflationary process 
We all hope to avoid it. 


Mr. Jacosy: It is really a particular kind or way of taxin; 
people in order to pay off the debt. It taxes those with fixe 
dollar incomes and all those who are able to buy less and les 
with their money. 


Mr. Hart: Of course, it is taxing of those who have just ex 
actly the sort of asset the government debt represents. On th 
other hand, if that is turned around, it is easily possible to be to 
tender of people’s ability to get full face value of their holdin 
in government securities right this minute. It is more importan 
to the person who holds the government debt to defend the pus 
chasing power of the dollars in which his bond is measured tha 
it is to make sure that he will not have to take a loss of one or tw 
dollars per hundred, if he sells in the near future. 

The notion which seems to be generally abroad—that an obl 
gation to keep bonds from falling a penny on the market take 
precedence over an obligation to adopt an adequate anti-infle 
tion program—-makes me rather sick. 


Mr. Harris: I would also like to say that we must especiall 
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avoid falling prices. If we look at our history after the Civil War, 
when prices fell by something like 50 per cent, we can see how 
the burden of the public debt can increase as a result of falling 
prices to the extent that the debt has to be paid in dollars which 
are worth much more in goods than they were when the debt was 
incurred—in 1866, for example. 


Mr. Jacosy: I would not like to see falling commodity prices, 
but I would not be too much worried about some fall in the 
prices of government bonds in the open market. 

There is another issue of whether we ought not, as a matter 
of policy (in addition to paying down the amount of the debt at 
this time), seek to get more of the debt into the hands of the 
public and to get more of it into long-term forms. 


Mr. Harris: I would like to add the point that some people 
seem to think that the debt is a dead-weight debt and that it 
has not done any good. I want to point out that two billion-dol- 
lars’ worth of this debt gave us our release of atomic energy and 
contributed greatly to the winning of the war. We also must not 
leave out of account the several hundred billion dollars of addi- 
tional income which we received during the war period. 


Mr. Jacosy: That is true. We are not paying for a “dead 
horse” entirely. But, apart from winning the war, which of course 
is something we cannot debate, for it had to be done, most of the 

debt can hardly be said to have created valuable assets which 
now help us produce more goods today. 


Mr. Harr: In any case, it is a question of looking ahead and 
‘not back. On the basis of what we have said, the debt is some- 
thing we can live with; the question is “how.” It is not too much 
a question of the history of how we came by it; it is a question 
of where we go from here. 


Mr. Jacosy: To the question of how dangerous the national 
debt is we have answered today that the present national debt 
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is not dangerously large in comparison with present national in- 
come. This debt will not create difficulties so long as it is intelli- 
gently managed. The real burden of the debt is the depressing 
effect upon incentives to work and increase of the taxes that are 
levied to meet the annual interest charges. 

We do not agree entirely on the extent to which higher inter- 
est rates are necessary and desirable now. We have agreed that, 
at the present time, when strong price inflationary forces are at 
work, we should seize the opportunity to generate a surplus in 
the federal budget and to reduce the debt as rapidly as possible. 

We feel, too, that steps should be taken to transfer a maximum 
amount of the debt from the hands of the banks to the hands of 
the public and to transform the obligations of the government 
into long-term liabilities. 
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What Do You Think? 


. How big is the national debt today? Of what does it consist? What 
does it include? What is the present status of privately held govern- 
ment securities in relation to bank-held ones? Who owns the debt? 
When does it fall due? 


. Who owes and who will pay the national debt? What is the limit of 
the debt which this country can carry? How is it related to national 
income? How does the public debt differ from a private debt? 


. Does the fact that we “owe the debt to ourselves” make the amount 
unimportant? What is the limit of the debt we can carry? How 
dangerous is the national debt? Should we keep it and not try to pay 
it off? What tax program should be followed today? 


. Should interest be paid on the debt? In all cases? How should the 
interest rate be determined? Should the interest rate be raised at 
the present time to encourage holding of bonds? Should it be 
eliminated? Should other contract arrangements be made to en- 
courage public holding of bonds? 


. Should we solve the problems of the national debt by inflation? 
What groups would this affect? What is the relation between the 
debt and national wealth? Has national wealth increased more than 
the debt? 


. Do you agree that federal debt policy should be closely tied to gen- 
eral economic policy in regard to full employment and prices? Is this 
legitimate? Is it necessary? Does continued deficit spending and large 
public debt inevitably lead to the destruction of the free-enterprise 
system? Is the national debt a “blessing’’? Discuss. 


. Can and should we pay the debt? When? What is the relation of the 
supply of money to the national debt at the present time? How 


should the government regain control of the money supply? Discuss 


_ present debt policy in relation to the general economic climate in the 
- United States today. 
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